
COMMONWEALTH OF MASSACHUSETTS 
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY 

 
RESPONSE OF BAY STATE GAS COMPANY TO THE 

THIRD SET OF INFORMATION REQUESTS FROM THE D.T.E. 
D. T. E. 05-27 

 
Date: August 23, 2005 

 
Responsible: Danny G. Cote, General Manager 

 
BULK ATTACHMENT 
 
RR-DTE-135: Regarding DTE-3-25, review the actual costs in the summary page and 

reconcile them with the costs indicated in the supporting documentations 
for each project 

 
Response:  Please see Attachment RR-DTE-135 (a1), Attachment RR-DTE-135 (a2), 

and Attachment RR-DTE-135 (b) for tables and reports that summarize 
the 40 Non-Discretionary Non-Plant Additions projects.   

 
On Attachment RR-DTE-135 (a1) (“Non-Discretionary Non-Plant 
Additions > $100K”), which is a similar table to what was filed as part of 
DTE-3-35,  the column headings include (1) the list number, which 
corresponds to the list of investments first reported by the Company in 
Exh. BSG/DGC-10, (2) the year the project was undertaken, (3) 
Referenced Account, the Uniform System of Accounts number assigned 
by the Department, (4) the project name, which generally describes the 
project, (6) total costs associated with each project, (7) the authorization 
number used to charge expenses to a given project, (8) the report type 
and the source of the data supporting each investment, and (9) 
Attachment RR-DTE-135 (b) page number and notation reference, which 
is a hand written system established to cross reference the authorization 
charges (ADDITIONS) closed to plant and Attachment RR-DTE-135 (b), 
as explained below.1

 
On Attachment RR-DTE-135 (a2) (“Reconciliation of DTE-3-25”), the 
column headings include (1) the list number, which corresponds to the list 
of investments first reported by the Company in Exh. BSG/DGC-10, (2) 
the project name, which generally describes the project, (3) the page 
number referenced in Col. 9 of Attachment RR-DTE-135 (a) related to the 
cost documentation provided in Attachment RR-DTE-135 (b), (4) the 
notation letter referenced in Col. 9 of Attachment RR-DTE-135 (a) related 
to the cost documentation provided in Attachment RR-DTE-135 (b), and 
(5) the amount of the charges (ADDITIONS) closed to plant, referenced in 
(3) and (4), and highlighted in Attachment RR-DTE-135 (b), as explained 
below. 
 

                                                 
1  There was no column (5) included on the summary report for DTE-3-25, filed June 9. Columns 
(8) and (9) represent new information relevant to the Company’s reconciliation.  
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Attachment RR-DTE-135 (B) generally consists of Lawson General 
Ledger (GL290 Detail) reports, including account activity, for each project 
completed between the years 2000 through 2004. In DTE-3-25, the 
Company provided annual GL290 data in an EXCEL pivot table format.  
For projects completed in the years prior to 2000 limited detail data is 
available.2  Therefore, in preparation of this response, the Company was 
not able to produce GL290 Detail reports for all of the investments made 
prior to 2000.  However, GL290 balances are presented in EXCEL pivot 
table format and supplemented with reports from the Company’s Asset 
Management System (AM70 and AM20). For the E– 104 LNG Plant 
project, List No. 8, and the Ludlow LNG (Recharge Dehydrators), List No. 
10, cost detail is provided from the Company’s Activity Based Costing 
System.  For the Mobile Data project, List No. 40, the Company compiled 
project costs using various internal analyses and records.   
 
The GL290 reports, generated from the Company’s general ledger, reflect 
the accumulation of charges and expenses for a specific authorization. 
The charges and expenses originate from amounts recorded in both the 
Company’s Accounts Payable and Payroll systems. Expense amounts 
that are capitalized are “closed” (transferred) to the Asset Management 
System and are designated as an “ADDITION” line item on the GL290 
Detail report.  Once these “ADDITIONS” are transferred to the Asset 
Management system they are considered booked to the Company’s plant 
accounting system.    
 
The AM70 and AM20 reports, generated from the Company’s Asset 
Management System, reflect the amount booked to the plant accounting 
system. The charges and expenses originated from amounts recorded in 
the general ledger. 
 
The WP611 reports, generated from the Company’s Activity Based 
Costing / Work Performance Management System, reflect the amount 
booked to the plant accounting system.  The charges and expenses 
originated from amounts recorded in the general ledger. 
 
The costs information for List No. 40, Mobile Data, was compiled from 
internal analyses and records and is the best available information. 
 
     
 

 
2 For years prior to 2000 only account period balances are retained and available. 



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(a)
Page 1 of 3

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(a)
Page 2 of 3

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(a)
Page 3 of 3

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 1 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 2 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 3 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 4 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 5 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 6 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 7 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 8 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 9 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 10 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 11 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 12 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 13 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 14 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 15 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 16 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(b)
Page 17 of 17

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 1 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 2 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 3 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 4 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 5 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 6 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 7 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 8 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 9 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 10 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 11 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 12 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 13 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 14 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 15 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 16 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 17 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 18 of 19

  



Bay State Gas Company
D.T.E. 05-27

Attachment RR-DTE-137(c)
Page 19 of 19

  



COMMONWEALTH OF MASSACHUSETTS 
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY 

 
RESPONSE OF BAY STATE GAS COMPANY TO THE 

THIRD SET OF INFORMATION REQUESTS FROM THE D.T.E. 
D. T. E. 05-27 

 
Date: August 23, 2005 
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RR-DTE-140: Regarding DTE-3-32, detail summary, compare and reconcile 

discrepancies in the total project costs listed in Column 5 and Column 8 
for all projects. 

  
Response:  See Attachment RR-DTE-140 (a) for an illustrated example of the 

Summary Report design and Attachment RR-DTE-140 (b) for each 
individual project reconciliation for Non-Discretionary Plant Additions, 
Account 367 (Mains), 2004 Steel Infrastructure Replacement Projects > 
$50K. 

   
  Background 

Attachment DTE-3-32, filed June 21, includes a summary report 
(“Summary Report” or “Report”) of Non-Discretionary Plant Additions, 
Account 367 (Mains), 2004 Steel Infrastructure Replacement Projects, 
both estimates and actual, for all steel main replacement construction 
projects with actual main costs that exceeded $50K.  The source 
documents for Attachment DTE-3-32 are provided in DTE-3-21 Revised 
and AG-1-19 Revised.  Column 5, “Actual Costs – Mains”, of the Report 
addresses only the MAIN costs. The Report only addresses MAIN related 
costs since MAIN costs require a project specific authorization, which 
allows the Company to track specific project costs.  All other construction 
related costs (e.g. services and meters) are authorized under a “blanket” 
authorization and not by individual specific project authorizations.   

 
Also note, columns 4 and 5 of the Summary Report focus on DIRECT 
main costs (i.e., costs that are directly related to the installation of a 
particular project versus indirect costs or overheads that are allocated 
among all capital projects). Total DIRECT project costs include the 
following categories:  (1) materials (e.g. pipe), (2) Company labor (e.g. 
construction / street crew and field inspection staff costs), and (3) 
purchases (e.g. construction contractor and police detail charges).  
DIRECT main costs and OVERHEAD main costs (not specifically 
identified) together represent a project’s Total MAIN Costs as identified in 
Column 8.  

  
Summary Report Design 
The Summary Report is designed to allow the reader to match the 
summary report title, with each of the following:  the column titles, related 
footnotes, summary pages and supporting documents.  The following 
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narrative takes the reader through a step-by-step example of how to 
relate these elements of the Summary Report to each other using 
Attachment DTE-3-21 Revised as the example.  By following these steps, 
the reader will be able to reconcile the costs listed on the Summary 
Report for DTE-3-32 with the detailed cost information provided in both 
the pre-construction project authorization forms and the post-construction 
work order detail. 

 
See Attachment RR-DTE-140 (a), Page 2 of 3 for an illustrative example 
that demonstrates the steps necessary to reconcile estimated pre-
construction Main costs (both DIRECT and TOTAL) on the Summary 
Report (see notation (A) on Attachment RR-DTE-140 (a)) with estimated 
pre-construction Main costs on the Project Authorization Form (see 
notation (B) on Attachment RR-DTE-140 (a)).  Page 3 of 3 of Attachment 
RR-DTE-140 (a) is an illustrative example that reconciles actual Main 
costs (both DIRECT and TOTAL) on the Summary Report (see notation 
(C) on Attachment RR-DTE-140 (a)) with the actual Main costs on the 
Main Work Output summary sheet (see notation (D) on Attachment RR-
DTE-140 (a)) and the Detail Project Cost Report (see notation (E) on 
Attachment RR-DTE-140 (a)).  These examples can be applied to all 
project information provided in Attachment DTE-3-32. 

 
The following are step – by – step instructions on how to work through the 
illustrative examples.  Step 1: (Page 2 of 3) on Attachment RR-DTE140 
(a) – Note the title of the Summary Report (A), which appears on 
Attachment DTE-3-21 Revised  - “Non-Discretionary Plant Additions, 
Account 367 (Mains) > $100K”.  Account 367 (Mains) is in reference to 
the Uniform System of Accounts For Gas Companies, as prescribed by 
the Department of Telecommunications and Energy of Massachusetts.  
As noted above, the Company focused on Main costs in preparing its 
Summary Report as this was the most definitive and consistent means of 
identifying specific project costs that were booked to Bay State’s plant 
accounts since 1992. 

 
Step 2: (Page 2 of 3) on Attachment RR-DTE-140 (a) – Refer to Column 
4 – of Summary Report (A) - “Estimated Cost – Mains 2/”, and the 
accompanying Footnote 2, which states “Estimated Costs – Mains is 
Direct Main Cost only”.  In the example, the reader will find for List No. 24 
an estimated pre-construction Main cost of $107,367. 

 
Step 3 (Page 3 of 3) on Attachment RR-DTE-140 (a) – Refer to Column 5 
- “Actual Cost – Mains 3/” and the accompanying Footnote 3, which 
states “Actual Cost – Mains is Direct Main Cost only”.  In the example, the 
reader will find for List No. 24 an actual post-construction cost of 
$103,146. 

 
Step 4: (Page 3 of 3) on Attachment RR-DTE-140 (a) - Refer to Column 8 
- “Total Cost – Mains 4/” and the accompanying Footnote 4, which states 
“Total Cost – Mains is Actual Indirect and Direct Main Costs for the 
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Project”.  In the example, the reader will find for List No. 24 an actual 
post-construction Total Main cost of $139,237.50. 

 
The following is a detailed description of the amounts presented in 
Column 4, Column 5, and Column 8 data sources, which is helpful to 
understanding the data presented in Attachment DTE-3-32.  

 
First, the amounts in Column 4, titled “Estimated Cost – Mains 2/”, are 
taken from the “BSG/NU Construction Authorization Order” form’s “Cost 
Record” section. The costs reflect the project estimator’s original 
projected budget for Materials, Company Labor, Purchases, Overheads, 
and Total cost.  

 
Second, the amounts in Column 5, titled “Actual Cost – Mains 3/”, and 
Column 8, titled “Total Cost – Mains 4/”, are taken from the “List No.____” 
Main Work Output Summary Sheet. The Main Work Output Summary 
Sheet reports the Direct Cost, Overhead Cost and Total Cost amounts 
associated with the Main Output work performed to complete the project 
referenced by the list number. The Company only uses the output 
numbers 150, 151, 170, and 170, shown on each respective Detail 
Project Cost Report (see notation (E) on page 3 of 3 on Attachment RR-
DTE-140 (a)) to identify work associated with installing new or 
replacement main1. The data source for the Main Work Output Summary 
Sheet is the “Bay State Gas – Work Management System, Detail Project 
Cost Report”.  The “Bay State Gas – Work Management System, Detail 
Project Cost Report” is project specific (i.e., a Project ID number is posted 
in the reports upper left corner). These reports include data for every 
main work order issued including the direct costs components (e.g. Labor, 
Purchases, and Materials) and overhead cost by work output type. The 
relevant main outputs (#150, #151, #170 and #171) are circled on every  
“Bay State Gas – Work Management System, Detail Project Cost Report” 
provided, see DTE-3-21 Revised and AG-1-19 Revised. 

 
An example using a Main project reported in the “Non-Discretionary Plant 
Additions, Account 367 (Mains) > $100K” summary may also be helpful to 
understanding the data presented in Attachment DTE-3-32. 

 
On Attachment DTE-3-21 Revised, List No. 24, Marshfield / Ferry Street, 
the “Estimated Cost – Mains 2/” reported for the project in Column 4 is 
$107,367. The amount is calculated by summing the budget for Materials, 
Company Labor, and Purchases posted on the “BSG/NU Construction 
Authorization Order” form, $20,529, $3,290 and $83,548, respectively 
(i.e., $20,529 + $3,290 + $83,548 = $107,367). 

 

 
1 Output #150 reflects costs for New Mains installed by Company Crews. Output #151 reflects 
costs for New Mains installed by Contractor Crews. Output #170 reflects costs for Replacement 
Mains installed by Company Crews. Output #171 reflects costs for Replacement Mains installed 
by Contractor Crews. 
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On Attachment DTE-3-21 Revised, List No. 24, Marshfield / Ferry Street, 
the “Actual Cost – Mains 3/” reported for the project in Column 5 is 
$103,367.  The amount is taken from the “List No. 24” Main Work Output 
Summary Sheet. It is the sum of the Direct Cost for Output #150, #151, 
#170, and #171, $0.00, $0.00, $57.30, and $103,089.26, respectively 
(i.e., $0.00 + $0.00 + $57.30 + $103,089.26 = $103,147.56). The Direct 
Cost amounts can also be taken from the original source document, the 
“Bay State Gas – Work Management System, Detail Project Cost Report”, 
in DTE-3-21 Revised or AG-1-19 Revised. The amounts are circled on 
every  “Detail Project Cost Report” provided.  
 
 
Project Reconciliation  
Attachment RR-DTE-140 (b) consists of a one page cost reconciliation 
worksheet for each project listed in DTE-3-32.  
 
Each worksheet in Attachment RR-DTE-140 (b) consists of 3 sections. In 
Section 1, the Estimated Budgeted Main Cost is derived. In Section 2, the 
Actual Direct Main and the Total Main Cost are reported. In Section 3, the 
variance amount by which the estimate costs varied from the actual cost 
is calculated. All the amounts are referenced and “tie back” to the 
Summary Reports for DTE-3-32, DTE-3-21 Revised and AG-1-19 
Revised. 
 
As an example, on Attachment RR-DTE-140 (b), for List No. 1 of 
Attachment DTE-3-32, Hanover / Webster Street, the Estimated Total 
Direct Cost of  $132,012 is in Column 4, Line 21. The Actual Total Direct 
Cost of $125,333 is in Column 2, Line 43, and the Actual Total Cost is in 
Column 4, Line 43.    
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RESPONSE OF BAY STATE GAS COMPANY TO THE 

THIRD SET OF INFORMATION REQUESTS FROM THE D.T.E. 
D. T. E. 05-27 

 
Date: August 23, 2005 

 
Responsible: Danny G. Cote, General Manager 

 
 
RR-DTE-150: Refer to DTE-3-21 Revised, List No. 86, what is the amount reimbursed 

to the Company for the project.  
 
Response:  The Company was reimbursed $220,918.63 by the Commonwealth of 

Massachusetts / Massachusetts Highway Department for the Project ID 
B95C0002 (List No. 86 of DTE-3-21 Revised). 

 
At this time the Company is unable to confirm that these reimbursed 
funds were properly credited to utility plant in service.   



COMMONWEALTH OF MASSACHUSETTS 
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY 

 
RESPONSE OF BAY STATE GAS COMPANY TO  

RECORD REQUESTS FROM THE UWUA  
 

D.T.E. 05-27 
 

Date: August 23, 2005 
 

Responsible: Stephen H. Bryant, President 
 

RR-UWUA-10:  Regarding the NiSource / IBM contract, Exhibit 6, page 1, paragraph 
No. 2, please provide the correct reference to the Service Agreement. 

 
Response: The correct reference is to Section 9.5(a) of the Service Agreement. 
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RESPONSE OF BAY STATE GAS COMPANY TO  

RECORD REQUESTS FROM THE D.T.E. 
D.T.E. 05-27 

 
Date: August 23, 2005 

 
Responsible: Lawrence R. Kaufmann 

REVISED 

 
RR-DTE-162: Refer to Exh.BSG/Rebuttal-5, at 2. The Company stated that Dr. Pereira's 

recommended changes to the PBR will generally not support the 
Department's objectives for effective regulation. Please elaborate on this. 

 
Response:   Dr. Pereira’s recommended changes to the Company’s PBR plan are ill-

founded, arbitrary, inconsistent with Department precedent, and contrary 
to the Department’s objectives for effective regulation.  Implementing Dr. 
Pereira’s proposal would represent a significant step backwards in the 
evolution of the Department’s regulatory policy.  In my opinion, this PBR 
proposal would also have negative repercussions for other energy utilities 
in the State and, ultimately, for Massachusetts ratepayers.   

 
 It should first be noted that Dr. Pereira’s proposal for a partial PBR – or, in 

his most recent terminology, “different X factors for different cost 
components” – rests on a false premise.  Dr. Pereira claims there is  
evidence that Bay State improved its O&M cost performance, but not its 
non-O&M cost (i.e. capital cost) performance, while it was under the rate 
freeze.  For example, in his response to Data Request DTE-DOER-1-6, 
Dr. Pereira says “the justification for the rate freeze proposal to a portion 
of the Company’s costs (i.e. its capital costs) is a result of the lack of 
evidence to indicate that the previous rate freeze had any positive 
impacts on total costs or costs other than O&M costs.”  He attempts to 
support this claim using data put forward in my response to Data Request 
DTE-4-36.  Using data presented in my response, Dr. Pereira compares 
changes in the Company’s capital quantity index over the 1993-2000 
period to changes in its capital quantity index over the 1998-2000 period.   
These comparisons are simply meaningless, since the periods Dr. Pereira 
uses do not correspond to the years before (i.e. 1993-98) and during (i.e. 
1998-2003) Bay State’s rate freeze.   
 
Moreover, Dr. Pereira’s analysis distorts the real efficiency gains that the 
Company achieved in its use of capital inputs during the freeze.  These 
gains are evident in my response to DTE-4-36.  The table presented in 
this response shows that Bay State’s capital input quantity index grew by 
3.04% per annum in the pre-freeze period (1993-98), compared with 
1.21% growth per annum in the freeze period (1998-2003).  Bay State 
thus achieved a 60% deceleration in the growth of its capital inputs while 
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under the rate freeze (i.e. 1.21% = 3.04% * 0.4, so the capital input trend 
under the rate freeze is 60% slower than the trend before the rate freeze).  
This improvement in Bay State’s capital cost performance is comparable 
to the improvement in Boston Gas’s O&M cost performance that the 
Department cited in the Order in DTE 03-40.  In that proceeding, the 
Department noted that Boston Gas’s O&M costs grew by 1.9% per 
annum before PBR and only 0.6% per annum during PBR, which is equal 
to a 68% deceleration.  The Department used this evidence to infer cause 
and not coincidence regarding the salutary impacts of PBR on the 
Company’s efficiency, and it ultimately approved a 0.3% consumer 
dividend for Boston Gas.  Bay State’s capital cost performance during its 
rate freeze is comparable to the trends cited favorably in DTE 03-40 and 
used by the Department to support a consumer dividend value of 0.3% 
which, in turn, is the value of Bay State’s proposed consumer dividend.  
Dr. Pereira ignores this evidence and its relationship to the DTE 03-40 
precedent, which directly undermines his claim that 0.3% is an 
appropriate consumer dividend when indexing is applied to O&M costs 
but not when it is applied to capital costs.1 
 
In addition, Dr. Pereira either does not understand or misrepresents the 
regulatory precedents he cites in support of his partial PBR plan.  For 
example, in his response to DTE-DOER-1-3, he cites an early PBR plan 
for San Diego Gas and Electric and the “first generation PBR plans for 
electricity distribution companies in Ontario” as examples where different 
indexing formulas were applied to “sunk” capital costs and O&M costs.  In 
fact, the Ontario electricity distribution plan did not apply different indexing 
formulas to O&M and capital costs, although it did construct an industry-
specific inflation measure (e.g. as opposed to the GDP-PI as an inflation 
measure) which used different input price subindexes for capital and 
O&M inputs.  In this same response, Dr. Pereira also claims that the PBR 
plan approved for Enbridge Gas Distribution in Ontario was an example 
“where a PBR has been applied to a portion of the Company’s costs due 
to lack of unavailable data.”  In fact, the “lack of unavailable data” had 
nothing to do with why a targeted PBR plan was applied to Enbridge’s 
O&M costs.  This targeted plan was designed as a “trial” that was 
supposed to be a bridge to comprehensive PBR, but Enbridge did not 
renew the plan when it expired.  One reason the plan was not renewed 
was that consumers did not believe they benefited under the plan.  This 
was due, in part, to the fact that the plan did not include an earnings 
sharing mechanism (ESM) and this, in turn, was partially due to the fact 
that the plan itself was partial or “targeted,” so it was considered more 

 
1   It should also be noted that Dr. Pereira compares the capital quantity indexes of Bay State to 
those of other Northeast gas distributors in his response to DTE-DOER-1-6.  Again, this 
comparison is meaningless, since the values of capital stocks can differ dramatically across 
distributors because of differences in the spatial patterns of customers in service territories, the 
age of the capital stock, and similar factors beyond management control.  A rigorous comparison 
of capital input quantities across distributors would have to control for such factors through 
econometric methods, which Dr. Pereira has failed to do. 
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difficult to craft an ESM that solely reflected the gains associated with the 
targeted cost components. 
 
Because Dr. Pereira relies heavily on precedents from Ontario to support 
his proposal for a partial PBR (or, using recent terminology, a PBR with 
different X factors for different cost components), it is instructive to 
consider the most recent regulatory developments in Ontario.  Those 
developments are part of the record in this case, since I was an advisor to 
Ontario’s Energy Board (OEB) during the 2004-2005 Natural Gas Forum 
conducted in the Province, and in RR-DTE-26 the Department asked me 
to “provide studies from other countries that have examined the benefits 
of Performance Based Ratemaking, including all other documents 
pertaining to the Ontario and Southern California cases.”  In response, I 
provided my report to the OEB [Discussion Paper on Rate Regulation in 
Ontario (September 2004)] as well as the OEB’s Final Report from the 
Forum [Natural Gas Regulation in Ontario:  A Renewed Policy Framework 
(March 2005)].  The latter document explicitly considered the issue of 
whether future PBRs in Ontario should be comprehensive or targeted.  
The OEB wrote 
 

A related matter is whether the IR (incentive regulation) framework 
should be comprehensive or targeted – in other words, whether 
the plan should apply to all costs or only to some costs.  The 
targeted approach was tried with the Enbridge plan.  The 
comprehensive approach was used for Union and for Ontario’s 
local electricity distribution companies, and it is the more common 
approach in other jurisdictions.  The Board’s view is that the 
targeted approach did not work effectively because it diluted and 
distorted the incentives, and that a comprehensive model is 
preferable (p. 22). 

 
Three points from this passage and the OEB’s Final Report more 
generally are worth noting.  First, the OEB explicitly states that the 
electricity distribution PBR plans were “comprehensive” and the Enbridge 
PBR plan was targeted, whereas Dr. Pereira’s response to DTE-DOER-1-
3 leaves the very strong impression that both were targeted in some 
sense.  Second, the OEB Report refers to the Enbridge PBR as a “trial” 
plan.  Third, and most importantly, the Enbridge PBR plan is in essence 
identical to that proposed by Dr. Pereira for Bay State in this case:  it 
featured an indexing formula that applied only to O&M costs, while capital 
costs were frozen during the term of the plan.  The OEB explicitly 
considered, and rejected, the Enbridge plan as a model for future rate 
regulation in Ontario, citing the diluted and distorted incentives it created.  
The OEB will instead pursue comprehensive PBR as the basis for gas 
distribution regulation in the Province.  Far from supporting Dr. Pereira’s 
recommendation, the Ontario precedents he cites highlight the flaws in 
his approach and the superiority of the Company’s alternative. 
 
It should also be recognized that Dr. Pereira’s proposal is not consistent 
with Department precedents.  In his response to DTE-DOER-1-5, he 
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implies that this is not the case, since the Department has approved both 
rate freezes and index-based PBR plans, and his proposal simply 
combines “different X factors to reflect differing expectations for cost 
performance over the term of the PBR plan.”  As previously discussed, 
the premise of “differing expectations for cost performance” which 
motivates Dr. Pereira’s recommendation is not valid but, on a more 
fundamental level, it should be recognized that his proposed approach is 
entirely ad hoc.  Dr. Pereira arbitrarily chooses rate adjustment formulas 
for different cost components without providing a theoretical foundation or 
empirical evidence to support any of his recommendations.  Simply noting 
that the Department has chosen different regulatory approaches for 
different situations (rate freezes largely for mergers, rate indexing in more 
conventional regulatory proceedings) does not mean it is appropriate to 
cut and paste these approaches at will.  Doing this would be no more 
valid than applying different ROEs for different types of capital (e.g. older 
capital versus capital additions since the last rate case) simply because 
the Department has chosen different allowed ROEs at different times.  
The terms of PBR formulas in Massachusetts have been developed 
through a well-defined theoretical framework that has been applied to 
telecom and energy utilities in the State.  This framework also has ample 
precedent in other jurisdictions.  Dr. Pereira is asking the Department to 
overturn this well-established methodology, and the accretion of 
regulatory evidence and experience in Massachusetts, in favor of 
arbitrarily-applied rate adjustments that have no basis in either economic 
reasoning or empirical evidence. 
 
In addition to leading to more arbitrary outcomes, Dr. Pereira’s 
recommended approach will not advance the Department’s objectives for 
effective incentive regulation.  Compared with cost of service regulation, 
the Department in D.P.U. 94-158 concluded that “five broad classes of 
potential benefits are associated with incentive regulation:  improved X-
efficiency; improved allocative efficiency; improved dynamic efficiency; 
facilitation of new services; and reduced administrative costs.” (pp. 52-
53).  X efficiency refers to the ability to operate as cost effectively as 
possible, given the available technology.  The Department refers to 
allocative efficiency as “the ability to provide service using the optimal 
combination of inputs, thereby minimizing total cost.” (p. 53).  This is 
indeed one manifestation of allocative efficiency, but another is the ability 
to price utility services as efficiently as possible.  Allocatively efficient 
prices are generally promoted via pricing flexibility e.g. prices can be 
adjusted to reflect changes in customers’ competitive opportunities.  
Dynamic efficiency refers to utilities’ longer-run investment behavior and 
reflects efficiencies related to research, reorganization and capital 
equipment choices.  Because it is focused on the longer run, dynamic 
efficiency is also related to innovation and the provision of new services.   
 
Compared with the Company’s proposal, Dr. Pereira’s recommended 
PBR alternative is less likely to promote each of these objectives.  The 
points below do not constitute an exhaustive analysis, but consider the 
following: 



Bay State Gas Company’s Response To RR-DTE-162 
D.T.E. 05-27 
Page 5 of 6 

 
 
Improved X efficiency    Dr. Pereira’s recommended ESM will frustrate 
Bay State’s performance incentives and make it less likely that the 
Company will pursue initiatives that would otherwise improve efficiency 
and benefit customers.  A simple example of how this can occur, which 
Dr. Pereira has not disputed, was presented in my rebuttal testimony.  If 
Bay State is considering an initiative that requires upfront costs in Year 1 
but raises ROE by 100 basis points thereafter, the Company will not 
undertake this project if Dr. Pereira’s ESM is in effect, since doing so 
reduces its earnings i.e. the Company incurs the cost in Year 1 but does 
not retain any benefits from later years.     
 
Improved Allocative Efficiency   Dr. Pereira acknowledges (RR-DTE-120) 
that his proposal does not allow for pricing flexibility, which necessarily 
runs counter to the promotion of allocative efficiency.  In addition, 
regulation that enshrines the principle that different X factors may be 
chosen for different cost components can actively distort a company’s 
incentives to pursue cost efficiency in one area vis-à-vis another.  Utilities 
evaluating how best to reduce costs under this type of regulation will 
naturally consider how reductions in different set of costs may impact 
their respective future X factors.  For example, managers may decide 
simply to forgo cost reductions in an area where costs have already been  
cut because doing so makes other areas look “inefficient” by comparison, 
thereby leading to higher X factors for those cost components in the 
future.  Managers should not be making decisions on how to improve 
efficiency by considering the regulatory implications of reducing costs in 
one area versus another.  Doing so can only distort these decisions and 
make it less likely that they will choose “the optimal combination of inputs, 
thereby minimizing total cost.”  The Company’s PBR proposal is neutral 
with regard to cost reduction incentives across different areas, whereas 
by choosing different X factors for different cost components Dr. Pereira’s 
is not. 
 
Improved Dynamic Efficiency and Facilitation of New Services   Dynamic 
efficiency and the facilitation of new services can both be distorted by 
each of the problems noted above.  For example, dynamic efficiency and 
new service development almost always require significant upfront costs, 
and the timing of benefits is uncertain and, particularly in early years, 
relatively small.  Dr. Pereira’s recommended approach makes it less likely 
that the Company will pursue such initiatives, since the relatively small, 
early returns on such investment would all be returned to customers and 
the Company would retain none.  This distorts the net present value 
(NPV) calculation associated with an investment and makes it less likely it 
will be pursued.   
 
Reduced Administrative Costs  Reviews of utility PBR plans will be much 
more cumbersome and costly under Dr. Pereira’s approach.  There would 
be incentives for intervenors to identify relatively inefficient cost areas that 
require higher X factors, which may prompt vast new areas of discovery 
and dispute.  In addition, because it is arbitrary, Dr. Pereira’s rate formula 
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is less likely to lead to “just and reasonable” rate adjustments during the 
term of a PBR plan.  This could lead utilities to exercise their statutory 
rights to file new rate cases during the term of a plan.  While utilities in 
Massachusetts have these rights, all parties agree it is highly desirable to 
design PBR to prevent rate cases during the terms of PBR plans, which 
would naturally serve to increase administrative costs. 
 
In sum, Dr. Pereira’s proposes arbitrary adjustments of the Company’s 
PBR plan to address a non-existent problem.  His regulatory approach is 
unprecedented in Massachusetts and has been judged to create “diluted 
and distorted incentives” in Ontario, where it has been tried and 
discarded.  While I believe Dr. Pereira’s proposal is sincerely motivated 
by a desire to improve regulation in the State, it has not been well 
thought-through.  Compared with Bay State’s alternative, Dr. Pereira’s 
PBR proposal will unambiguously create worse performance incentives 
for the Company, not advance the Department’s objectives for effective 
regulation, and ultimately create less benefit for Massachusetts 
ratepayers.   
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Date: August 23, 2005 
 

Responsible: Stephen H. Bryant, President 
 

RR-UWUA-10:  Regarding the NiSource / IBM contract, Exhibit 6, page 1, paragraph 
No. 2, please provide the correct reference to the Service Agreement. 

 
Response: The correct reference is to Section 9.5(a) of the Service Agreement. 


	RR-DTE-135 FINAL.doc
	BULK ATTACHMENT 

	Att. RR-DTE-137(a) thru (c).pdf
	RR-DTE-140 FINAL.doc
	Response:  See Attachment RR-DTE-140 (a) for an illustrated example of the Summary Report design and Attachment RR-DTE-140 (b) for each individual project reconciliation for Non-Discretionary Plant Additions, Account 367 (Mains), 2004 Steel Infrastructure Replacement Projects > $50K. 
	Attachment DTE-3-32, filed June 21, includes a summary report (“Summary Report” or “Report”) of Non-Discretionary Plant Additions, Account 367 (Mains), 2004 Steel Infrastructure Replacement Projects, both estimates and actual, for all steel main replacement construction projects with actual main costs that exceeded $50K.  The source documents for Attachment DTE-3-32 are provided in DTE-3-21 Revised and AG-1-19 Revised.  Column 5, “Actual Costs – Mains”, of the Report addresses only the MAIN costs. The Report only addresses MAIN related costs since MAIN costs require a project specific authorization, which allows the Company to track specific project costs.  All other construction related costs (e.g. services and meters) are authorized under a “blanket” authorization and not by individual specific project authorizations.   
	Summary Report Design 

	Att. RR-DTE-140(a) and (b).pdf
	RR-DTE-150 FINAL.doc
	RR-UWUA-010 FINAL.doc
	 

	RR-DTE-162 REVISED.doc
	REVISED 




